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The prices for each vendor are grouped according to those applicable to end offices,
remote switches and tandem switches.'® End office prices are charges for switch
replacements, growth in switching systems, the placement of entirely new switches and
the buyout of previously placed capacity.

In the case of a switch replacement, the pricing structure varies considerably among the
three vendors. SICAT accounts for these differences in calculating line, trunk and usage
investments.

Vendor A replacement line charges cover all replacement switch hardware - line
and trunk peripherals, the switch matrix, processors and memory, etc. Three
different line prices are provided for the different usage levels. Vendor A
replacement costs are incurred for both analog and digital lines.

A price is shown for a trunk on a replacement switch, although trunks are already
covered by the line price. The trunk price is used in SICAT to remove the trunk
costs implicit in the line price so that trunk costs can be separately identified.
Line termination and trunk access are two different switching functions.

Prices per line also are provided for replacement and conversion services
provided by Vendor A. These services are described in Section 3.1.1.

Vendor B has single analog line and digital line charges for replacement switches.
As with Vendor A, the line price covers line termination, usage and trunks. Since
Vendor B does not provide a trunk price for replacement switches, SICAT uses
the price for growth trunks to remove the implicit trunk costs covered by the line
price.

To identify the switch costs for usage or CCS, SICAT takes a different approach
for Vendor B switches. When lines are expected to have higher usage, Vendor B
engineers and places additional switch ports to increase the call handling capacity
of the switch. Prices for each port are provided for Vendor B end offices and
hosts. These are shown at the bottom of the Vendor B price list. The prices are
used in the CCS investment spreadsheet to measure CCS investment.

Vendor C pricing for replacement and new switches is quite different from the
other two vendors. Vendor C offers its first seven replacement and new switches
at a nominal price. This pricing provides for approximately 75 thousand lines of
switch capacity, and covers line terminations, usage, and trunks. Vendor C
provides another fifty thousand lines of replacement or new switching capacity at
no charge. Beyond this, a price per analog line applies. There is no separate
charge for replacement or new digital lines.

The next group of vendor prices is for growth additions to existing digital switches.

19 SBC’s current vendor contracts are referred to as Digital Network Deployment (DND) contracts.
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Vendor A provides prices for analog lines (at three usage levels) and trunks. In
addition, a price is included for the Integrated Digital Carrier Unit (IDCU), used
to terminate digital lines in the switching system.'' The IDCU price is for a DS1
channel termination.

Vendor B also has charges for growth analog lines and trunks, but its pricing for
digital lines is different from Vendor A. As described in Section 3.1.1, there are
two options available for providing digital lines — one using ESMAs and the other
SMSs. The first ESMA price applies until SBC purchases a certain number of
units. After this, a lower ESMA price applies. ESMAs are capable of terminating
1,920 digital lines. For the SMS option, a single price applies for all units
purchased. A SMS terminates 24 digital lines. These prices are used to develop
an average price per digital line. ~

Vendor C simply has charges for growth analog lines, digital lines, and trunks.
The digital line and trunk prices are per DS1.

New line prices apply to new digital switching systems. New lines can be either analog
or digital.

Vendor A price elements are the same as before, except there is an additional base
charge of $000,000 for each new switch purchased. This price is applied to the
forecast of new switches during the planning period.

Vendor B has different analog line prices depending on whether the new switch
has less than or greater than 10,240 lines. Smaller switching systems carry a
higher line price. Demand forecasts for Vendor B new switch lines are separated
between those terminated on switches with less than or greater than 10,240 lines.
Vendor B has only one digital line price for new switching systems. The price
does not vary with the number of digital lines.

Vendor C’ pricing structure for new lines is the same as replacement lines.

Buyout lines and trunks represent capacity that is currently installed, but not yet activated
or purchased. Forecasts of buyout lines and trunks to be activated are included in the
Input - Demand spreadsheets. Applicable prices for these capacity buyouts are entered in
the EF&I Price spreadsheets. All buyout prices are expressed on a per line or trunk basis.

Following the end office pricing are prices for remote switches. Typically, remote
switches are located in rural areas of SBC territory where populations remain constant
over time. Remote switches generally do not grow for this reason. Consequently, vendor

" An IDCU enables digital access channels to be terminated directly on the switching system without

conversion to analog signals. The IDCU terminates a DS1 channel with the capacity for 24 DSO0, voice
grade channels or access lines.
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contracts contain prices for new remote switches, while end office replacement and
growth prices are used as surrogates.

Vendor A’s Exit Message (EXM) remote switch has a base price of $000,000 or a
per line price of $00.00, whichever is greater. SBC did not forecast any new
Vendor A remotes at the time the current contracts were negotiated.

Vendor B’s Remote Switching Center - S (RSCS) is the current remote switch
provided to SBC. It comes as either a single or dual RSCS, where the dual RSCS
is capable of supporting a greater number of umbilical trunks between the remote
and host office. The base prices for the single and dual RSCS are $000,000 and
$000,000, respectively. SBC also did not forecasted any new Vendor B RSCSs at
the time the current contracts were negotiated.

SBC does not plan to purchase Vendor C remote switches at this time; therefore,
no prices are required by SICAT for Vendor C remote switches.

Note that remote switch prices cover line terminations and switch usage. The trunks
between remotes and host switches are part of the end office investment.

Vendor pricing for tandem trunks is provided for Vendor A and Vendor B. SBC does not
acquire tandem switches from Vendor C. All tandem trunk prices are expressed at the
DSO-level.

At the end of each vendor price list are one or more miscellaneous price elements. These
are charges identified in the various vendor contracts, agreement letters and amendments.

Vendor A pricing includes a one-time right-to-use fee for capitalized feature
software costs expected in the second year of the planning period. These costs are
used in the calculation of the Vendor A feature costs per line. See Section 4.1.6.

Vendor B also has several other miscellaneous price elements. Installed base
hardware includes items that will be purchased to upgrade the switching network.
These items are included in the network upgrade costs. Remote conversions are
costs for converting older remote switches to single or dual RSCSs. Additional
software charges are per-line charges for software, which is expensed. SICAT
does not include these costs for this reason. The ports per umbilical prices are
used in computing the incremental cost of switch usage.

Vendor C’ other miscellaneous elements include capitalized RTU fees, which are
included in SICAT’s costs. The vendor has provided the CCS price per line at the
next increment of capacity for analog and digital lines. These items are used in
computing the incremental cost of switch usage. See Section 4.2.
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3.1.3 Input-Upgrade Costs

Over the planning period, SBC will incur substantial costs to upgrade switching system
hardware and software. This is to maintain their call processing capabilities. These costs
are not based on unit prices applied to line and trunk volumes. Instead, they are quarterly
or annual charges. The capitalized costs of network upgrades and software are provided
in the spreadsheet Input — Upgrade Costs, which is illustrated in Figure 3.3.

Note that several of the upgrade costs are aggregate annual amounts. Others, such as
Vendor A remote upgrades and Vendor B ENET upgrades, have charges per switch,
which are applied to the number of upgrades to be performed each year of the planning
period.

Since upgrade costs are shared by both lines in service at the beginning of the planning
period and line additions, SICAT assigns a portion to each. In addition, the portion of
upgrade line costs assigned to line additions is further divided among lines, trunks, usage,
and features. Each of the unit investments calculated by SICAT includes a portion of
these costs. The bills of costs for each switching component separately identify upgrade
COStS.

Following is a general description of the network upgrades and software. For more
information, refer to the various vendor agreements listed in Appendix A.

Vendor A

e JNIC2 - 3B21, CM1/2 & DLN30 Hardware is for upgrades to the hardware and
software associated with 3B21, CM1, and DLN30 switch equipment. Similarly,
HICI — Peripheral Processor Hardware is for upgrades to peripheral processor
equipment.

e [IIB — Generic Hardware is for upgrades to generic gating hardware that is
associated with generic software issued during the contract term.

e [VBl - Generic Operating Software Upgrades and Application Software
Upgrades are for upgrades to switch operating system software and application
software.

® Remote Upgrades are upgrades to remote switching systems.

® DLN30 Software Licenses are fees paid to utilize software associated with DLN30
Processors.

e SNET Technology Upgrades are for peripheral and infrastructure upgrades in the
Southern New England Telephone region. SNET Generic Hardware Upgrades
are similar hardware upgrades.

e AIT Generic Hardware Upgrades are hardware upgrades to be performed in the
Ameritech region.

e Discounts are credits applied to the purchase of hardware.
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Figure 3.3

AR 1 Ve

lal
s ’ "

Vnndlll

Resource EF &t Contract Year Quantly Totel Cost
i Network Upgrade or Software Rem Driver Price 1 2 3 4 5 1 2 3 4 5 E
TMC2 - Processor (3821), Communication Module (CM1/2) 8 Data Link Node (DLN30) Hardware Lot 3 100,000 | $ 100,000  § 100,000 | $ 100,000 | $ 100,000 o
}:1NC1 - Periphorel Processor Hardware Lat 3 100000 | 100000 | $ 100,000 { § 100000 | $ 100,000 }’m
9.8 - Generic Hardware Lot 3 100,000 | § 100000 | § 100000 | $ 100,000 | $ 100,000 o
(13VB1 - Generic Operating Soflware Upgrades Lat $ 100,000 | $ 100000 | $ 100000 | § 100000 | $ 100,000
{IVB1 - Generic Application Software Lingrades Lot 3 100,000 | § 100,000 | § 100,000 | § 100000 | $ 100,000
{12/{Southern New England Technology Ungrades ilat 3 100,000 | $ 100,000 | § 100000 | $ 100000 | § 100,000
}13/{Date Lk Node (DLN30) Software Licenses Lot s 100,000 1 § 100,000 | § 100,000 | $ 100,000 § § 100,000
Discounts Lot $ (100000)} 3 (100000); $ (100000); $§ (100000)} 3  (100000)
8 IRemote Upgrades Each | $ 50000 | - - - - -
f | Southern New England Generic Hardware Upgrades Lot 3 100,000 1 $ 100,000 | $ 100000 | $ 100,000 | § 100,000
Ameritech Generic Hardware Upgrades La 3 100,000 | § 100,000 | § 100,000 | § 100000 | 100,000
Vendor B
Resource EF 8! Cortract Year Quantty Totat Cost
¥ Resource Driver Price 1 2 3 4 5 1 2 3 4 3
24 |Baseins Software | - Generic Software Lot $ 1000000 § 1000000 § 1000000 $ 1000000 § 4,00000
Baseine Sottware | - Feature Softwars $ 1000000 § 1000000 $§ 41000000 $ 1000000 § 1000000
S |Baseine Software 1 Lot $ 1000000 § 1000000 $ 1000000 $ 1000000 $ 1000000
2 1Service Ready Lot $ 1000000 § 1000000 §$ 1000000 § 1000000 $ +00000C
211 Superode Peripheral Module (SPM) spars Each $ 100,000 20 20 2 20 20
SuperNode Data Menager (SDM) 4MB base Each  $100,000 2 20 20 20 20
SuperNode Data Manager (SDM) BMB upgrade Each  $100,000 20 20 2 2 2
2 {Enhanced Network (ENET) upgrade Each  $100.000 20 20 20 20 20
% IRemote Line Cancertraling Modue (RLCM) to RSC-S Each $100000 20 20 20 X 2N
Each  $100,000 20 20 20 20 .
Each 3100000 2 20 2 x 20
.{ Duel Remote Switching Center (RSC) fo Dual RSC-S Each 3100000 20 20 20 2 F.l
Discourts Lot 3 10000} § (10000) $ (10,000) _§ (10000) § {10,000)
vm c
b Resouce  EF& Corract Y esr Quantlty Tatal Cost
¥l Resource Oriver Price. 1 2 3 4 5 1 2 3 4 5
Network upgrades
113C processors Each $ 100,000 10 10 10 10 10
Switching network configuration Each $ 100,000 10 10 10 10 10
Rightto-use Lat
pRolized right-to-use fees Lines
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Vendor B

e Baseline Software I is for the purchase of generic software loads LEC002 -
LECO017 in the Southwestern Bell and Pacific Bell regions.

e Baseline Software Il is for the purchase of incremental software for loading
NAOO08- NAO12 for the entire SBC territory.

e Service Ready elements include core processors, memory cards, PCL gating
hardware, engineering start-ups, installation start-ups, load insertions, technical
support, software maintenance and query tool (SMQT) and documentation.

e SPM spare is spare capacity for SuperNode Peripheral Modules.

o  SDMs 4MB base are SuperNode Data Manager equipment with 4MB of memory.

e SDMs 8MB upgrade is an upgrade to the SDM 4MB base, which increases the
memory capacity to SMB.

e ENET upgrade is an upgrade to the Enhanced Network.

e RLCM to RSC-S conversion is an upgrade from a Remote Line Concentrating
Module to a Remote Switching Center-S.

e RSC to RSC-C conversion is an upgrade from a Remote Switching Center to a
Remote Switching Center-C.

e RLCM to dual RSC-S conversion is an upgrade from a Remote Line
Concentrating Module to a dual Remote Switching Center-S.

e Dual RSC to dual RSC-S conversion is an upgrade from a dual Remote Switching
Center to a dual Remote Switching Center-S.

e Discounts are credits applied to the purchase of hardware.

Vendor C

e []3C Processors are upgrades to host office processors.
e Upgrades to Switching Networks are generic hardware and software upgrades.

3.1.4 Input-Demand

SICAT requires demand forecasts for lines, trunks and other volumes that determine
switch capacity additions and costs over the five-year planning period. The planning
period is assumed to begin on ¥*¥***x**x*x  Figures 3.4, 3.5 and 3.6 illustrate demand
data required for Vendor A, Vendor B and Vendor C.
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Figure 3.4

Input - Vend

or A Demand Forecast

Cortract Year Quantkies Contract Yesr Quarttties
tem 1 2 3 [] 3 tem t 2 3 ] 5
End office switches Remote switches
Ansiog repiacements (AESS-R) - ines Growth ines.
i Southwestern Bel Telephone 25000 | 250001 25000 | 25000 25000 Soutnwestern Bt Telephone - - - - -
Pacific Bel 25000 1 25000 [ 25000 | 25000 25000 Pacitic Bel . - . - - :
Nevada Bel 25000 | 25000 2spoc| 25000} 25000 Nevads Bel - - - - - b
Southern New Engiand Telaphone 25000 | 25000| 25000 25000 25000 Southern New England Telephone - - - - . |
Ameriech 25000 25000 25000 25000 25000 Amerfech - - . -
Growth of existing otfices New Switches ?
Lines Southwestern Bet Telsphone . - - - - b
3 Southwestern Bef Telephone 25000 | 25p000| 25000| 25000| 25000 Pacific Bel - - - - -
RT3 Pacific Bet 25000 | 25000 25000{ 25000| 25,000 Nevada Bel - - - - -
Eg Navada Bel 25000 | 25000 25000| 25000| 25000 Southern New England Teiephone . - - - -
8 Southern New England Tetephone 25000 | 25000 25000} 25000 25000 Amertech . - - . .
118 Amerlech 25000 | 25000 25000 | 25000 25000 Naw Lines
A Trunks Southwestern Bel Telephone - - - - .
Southwestern Bel Telephone 25000 ( 25000( 25000( 25000{ 25000 Pacific Bet . - - - -
2 Pacific Bed 25000 | 25000] 25000 25000 25000 Neveda Bel - - . - . "
N Nevada Bet 25000 | 25000 25000 | 25000 25000 Southern New England Telephone - - - - .
£78 Southern New England Telephane 25000 | 25000 25000| 25000 25000 Amertech - - . - -
% Amertech 25000 | 25000 25000| 25000| 25000 Tandemn swiiches
M New endoffices Growth of existing switches - trunks
7 Swilches Southwestern Bet Teiephone 25000 | 25000 | 25000 | 25000 | 25000
Southwestern Bed Telephone - . 1 - - Pacific Bel 25,000 25000 | 25,000 25,000 25,000
Paciiic Bel - - 1 - - Nevodo Bel 25000 | 25000{ 25000 25000 ( 25000
: Nevada Bel - . 1 - - Southern New England Telephone 25000 | 25000 | 25000 | 25000{ 25000
Southern New England Teiephone - 1 - Amerlech 25000 | 25000 | 25000 25000 | 25000
Ameritech - - 1 - - New swilches
Lines Southwestern Bett Telephone k] 1
34 Southwestern Beld Telephone - . 35,000 - - Pacitic Bel - 1 1
o8 Pacitic Bel - . 35,000 - - Nevada Bel - ] 1 .
y Nevada Bet - - 35,000 - - Southern New England Telephone . 1 - 1 .
Southern New England Telephone - - 35,000 - - Amertech 1 - 1 -
Ameriech - . 35,000 - - New swilches - trunks
Buyout knes - SBC Tolal Southwestern Bed Telephone . 25,000 - 25,000 -
Anaiog fnes - - 25000 - - Pacitic Bed - 25,000 - 25,000 -
Dighal ines - . 25,000 - - Nevads Bel - 25,000 - 25,000 -
Digtl trunks - - 25,000 - - Southern New Englend Teiephone - 25,000 . 265,000 .
Ametiech i 25, - 25, -
Southwestern Bell Telephone
Pacific Bet
Nevade Bet
Southern New England Telephone
Amertach

MR
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Figure 3.6

Contract Year Qi

Contract Year Q

Replacement & new end ofiices

Switches
Southwestern Bell Telephone
Pacific Belt
Nevada Bell
Southern New England Telephone
Ameritech

Lines on first seven switches
Southwestern Bell Telephone
Pacific Bell
Nevada Bell
Southern New England Telephone
Ameritech

Next 50,000 lines
Southwastem Belt Telephone
Pacific Bell
Nevada Bell
Southern New England Telephone
Ameritech

Additional lines
Southwestern Bell Telephone
Pacific Bell
Nevada Bell
Southern New England Telephone
Amertech

Trunks
Southwestern Bell Telephone
Pacific Belt
Nevada Bell
Southern New England Telephone
Ameritech

88B8E 88EER _.___

88828

hem
End office switches (continued)
Growth of existing offices
Analog lines
Southwestern Bell Telephone
Pacific Bell
Nevada Bell
Southern New England Telephone
Ameritech
Digital tines
Southwestern Bell Telephone
Pacific Bell
Nevada Bell
Southern New England Telephone
Ameritech
Trunks
Southwestern Bell Telephone
Pacific Belt
Nevada Bell
Southern New E£ngland Telephane
Ameritech
Buyout linss - SBC Total
Analog lines
Digital lines
Digital trunks

SON) Lines

integrated Services Digital N
Southwesiemn Bell Telephone

Pacific Bell
Nevada Bell
Southemn New England Telephone

Beginning In-Service Quantities

End offices (incl. Remates)
Analog lines
Digital lines
Trunks

32



SICAT Tool Documentation Verston 3.0

Forecasts of demand are provided for each SBC operating company. SICAT totals these
forecasts and uses the company-wide demand in developing the switch bills of costs.
Quantities are at contract year-end. A contract year runs from *¥¥#¥¥¥sksssoriockickis

Vendor A demand forecasts.

e Annual line additions are provided for 1A ESS replacements, growth in
existing switches, new switches and buyouts of capacity, ready but not yet in
service. Growth trunk additions and buyout trunks are separately forecast.
Replacement and new trunks will be computed from the line additions based
on the line to trunk ratio.

o The forecast also includes any new switches expected during the planning
period. In the example, there are no Vendor A remote additions.

e Also note there is no separate digital line forecast for switch replacements,
growth or new switches. Analog and digital lines are included in the forecast
shown. SICAT applies the proportions of analog and digital lines at the
beginning of the planning period to line additions to derive analog and digital
lines. The only digital lines explicitly identified in the Vendor A forecast are
for buyout lines. ‘

e Similar forecasts are required for growth in existing tandem trunks and new
tandem switches and trunks.

¢ Finally, the Vendor A forecasts include annual quantities of ISDN line
additions and beginning in-service quantities. The ISDN line additions are
required in the feature investment bill of costs. Beginning in-service
quantities are used in apportioning network upgrade and software costs
between the installed base of lines and future line additions.

Vendor B demand forecasts.

The demand forecast requirements for Vendor B switches are basically the same
as those for Vendor A. It should be noted that the replacement, growth and new
line additions are for both analog and digital lines. SICAT applies the proportions
of analog and digital lines at the beginning of the planning period to line additions
to derive analog and digital lines.

Vendor C demand forecasts.
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The demand forecast requirements for Vendor C switches are basically the same
as those for Vendor A and Vendor B. However, SICAT does not require Vendor
C tandem or remote data.

3.2 SICAT Output

SICAT provides nine switching system unit investments for each of the vendors. In
addition, average unit investments are computed based upon vendor equipment
weightings specific to a state. These results are illustrated in Figure 3.7.

Figure 3.7

o o SRR ARG, U U R SN GUE e TR0
Hiinols 10'1601
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Ansiog
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Trurk costs
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15200
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A6:  Per average ine
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.05
180.26
002

1085
6647
016
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14
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3 3
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21402 § 22494 § 2485
2470 3 2034 3 3
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3 ]
$ 3

Tm-ulcn
1_Tendem costs / trunk § 21579 % 21083 - 8 21316

rput Staaetce

Cost of Caotal % 00%
Fit Factors
Analog Lnes 9500%
Diglal Lines 5.00%
EO Digited Trunks 95 00%
Tander. Digiel Truncs 95.00%
X Vendor equpmont weighting
9. Les 40.00% 4000% 2000% 100%
X End office trurks 40 00% 4000% 2000% 100%
& Tondom ruke S0.00% 5000% 000% 100%
' Linay AR

40 00%
40 Q0%

® Analog and digital costs per line are the amounts of switch investment
attributable to terminating access lines. The investments are used in developing
wholesale prices for switch ports and in computing the costs of retail services
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requiring line terminations, such local telephone services. An average cost for
analog and digital lines also is provided.

o End office trunk costs per trunk and average line represent the portion of
switching investment attributable to trunk equipment providing interoffice
transport. End office trunk investments are used in cost studies for retail services
requiring switched, interoffice transport. These include local telephone services,
toll and 800 services and others.

o (CCS costs per CCS and average line represent the switching system investment
attributable to processing call attempts and providing call paths among lines and
trunks. The investment per CCS is used in all cost studies for retail services
requiring end office and remote switch usage.

e Feature costs per line are the capitalized costs of feature right-to-use fees
expressed per line.

e Tandem costs per trunk equal the forward-looking investment in tandem
switching per trunk. Tandem investments are used in wholesale and retail product
cost studies in which transport via tandem switches is required. This includes
local services, toll and 800 services and others.
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4.0 Description of SICAT Methodology

SICAT computes switch unit investments using activity-based costing."> The tool also
reflects forward-looking, incremental costs.

Activity-based costing or ABC measures the costs of products by identifying the business
activities necessary to provide products and determining the cost of these activities.
Activity costs are measured based on the resources consumed in performing activities and
the costs of the resources. Resources include plant, labor, etc. The ABC approach as it
relates to switching systems is illustrated in Figure 4.1.

Figure 4.1

Switch Resources

- Line' terminations

- Trunk terminalions - | Regource drivers: lines, trunks and CCS.
- Switch processors,

memory, etc.
- Operating system Activities
software
- Supervse lines,
provide dial-tone, etc.
- Connect switch to
Resource interoffice transport
costs: Vendor - Provide “call path” Products
materials, between lines and
vendor trunks - Residential or
engineering and business local
Iabc?r, telpo exchange service
engineering and - Wholesale
labor, etc. unbundled network
elements
- Others

A product, such as residential local exchange service, requires certain activities
performed by end office and tandem switching systems. These include supervising lines
to detect call attempts, providing dial tone, connecting lines to other lines and trunks, etc.
A switch consists of line terminating equipment, trunk equipment, processors and other
resources that enable these activities or functions to be performed. As switch functions
are performed resource capacity is consumed. There is a direct relationship between a
product and switch resources consumed.

2 Activity-based costing is a common cost accounting technique used in the telecommunications and

other industries for product costing and cost management.
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Switch resources, of course, have costs, including vendor EF&I charges, telco
engineering and labor costs and others. When expressed as costs per unit of capacity,
costs are attributable to activities and products that consume them.

SICAT focuses on the shaded box shown in Figure 4.1. The following sections describe
the methods for computing unit investments per line, trunk, etc.

4.1 Bills of Costs

Switching costs are calculated in a series of “bills of costs,” similar to a bill a consumer
or business receives for purchased goods or services. The bill of costs summarizes
vendor contract items, prices, quantities, and total costs each year of the planning period.
Costs are summarized on separate bills for lines, trunks, call, and feature usage. Separate
bills are provided for each vendor. The bills of costs also capture the costs of major
hardware and software upgrades during the planning period necessary to keep switching
systems up-to-date.

4.1.1 Investment Per Analog Line

Figure 4.2 shows the bill of cost for the Vendor A analog line. Vendor price and demand
forecast data are from SICAT Input spreadsheets. The bill tallies all EF&I charges
associated with analog line additions over the planning period, and then computes the
unit investment by dividing total EF&I costs by total analog lines. The bill also removes
trunk and usage costs from the analog line charges.

The first column of the bill lists the switch resources SBC obtains from the vendor to
provide for switch replacements, growth and new switches. These include access
interface units, replacement and conversion services and others. These are identified in
the switch contracts between SBC and the vendor. A resource driver is specified for each
item. This is a measure of the quantity of the item to be purchased. The measure is
defined in terms of the units actually specified in the vendor contract.

In the third column EF&I prices are shown. The values are taken from the Inputs — EF&I
spreadsheet. They can be referenced to the vendor contract, as necessary.

The next five columns are the annual quantities of each contract item to be purchased.
The values are the sum of the SBC regional quantities entered on the Input — Demand
spreadsheets. These are the plant additions forecast by SBC’s procurement organization
at the time vendor contracts were negotiated. They are the same switch volumes used by
the vendor in setting prices.
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Figure 4.2

Resource EF8l Contract Year Quantity Total Cost
Driver Price 3 3

Analog repiacoment (AESS-R )
AU ine - new up to 916 CCS (ABS) Lines 20000 117,188 117.188 147,188 § 23437500 3 23,437,500 23437500 § 23437500 § 23.437.500
711 Connector Y - spice Splces 500 117,168 117,188 117,188 § 585938 $ 595,938 585938 $ 585938 3 58593
Centrat office termination Lines s 500 117,168 117,188 117188 § 585938 § 585,938 585938 % 585938 § 585938
Conversion services
Board fo board Lines 500 117,188 117,188 117,188 585938 $ 585,938 585938 § 585938 §
LDMAP / CORC Lines 500 17,188 117,188 117,188 585938 3 585938 58593 $ 5859% §
CAS Lines 500 117,168 117,188 117,188 585936 $ 585938 585938 585938
Growth of existing office
AR Ine - new up to 918 CCS (ABS) Lines 200 00 117,188 117,188 117,188 § 23437500 23,437 500 23437500 § 23437500 $ 23437500
New end office (ESS)
Base host 100,000 o 463 [ § - 468,750 3 - 3
ALl ine - new up fa 8 18 CCS (ABS) 20000 0 164,063 oS - 32812500 $ - $
Buyouts

20000 1] 25000 [1] 5000000 % -

3 -8 . s .
$ 49804688 § 49804688 B3,085938 §$ 49804688 $ 49804 688

Trunks
Analog repiacement (AESS-R) $ (20000) 1,719 1,19 11,7119 1,719 11719 § (2343750) § (2,43750) § (2,343750) $ (2,343750) $ (2,343,750)
New end office (SESS) $ (20000) [} 0 16,406 a [ § - 3 - s (3281,250) § - 3 -
<cs
Anatog replacemert (AESS-R) $ (16.34) 1075781 1075781 1075781 1075781 1075781 $3(17.576125) % (17,576,125) $ (17.578,125) $(17,576,425) $(17576,125)
Growth ot existing office s - 1075781 1075781 1075781 1075781 1075781 § - - 3 - 4 - 3 -
$ - 0 0 1506094 0 0s - s -y .8
3 (1834) 0 0 229500 0 0s . - (3750000) § -3 -
$(19921875) § (19.921,875) § (26,953,125) §(19.921,675) $(19921675)

-8
: - -3
: o - s

k) -8 . § - $ $
3 3 3 - 3 - 3
3 -8 -8 - $ $

g {Total vokame. senstive casts $ 29882813 § 29882813 $ 61132813 § 29882813 § 29882813
Network upgrades 8 software 3 170% 3 170% % 170% § 1709 § 17,09
48:{ Total analog line EF 8l costs $ 29899900 § 29889908 § 61149506 $ 29899808 § 29,899.508

234,375 234375 234375

i : 22255 22266 2226%
0913 0761 a5

$27294757  $22,74583 $38,765258  $15795577  $13162.981
2032 169,380 255012 117,625 96,021
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Some volume quantities, such as lines and new host and remote switches, are SICAT
input values. Others are derived values based on cost drivers in the Input — Cost Drivers
spreadsheet. For example, the number of Y-splices is calculated by applying O to the
number of replacement lines. The number of replacement trunks is the line quantity
divided by a 0:0 line to trunk ratio. Algorithms for computing annual contract item
quantities are contained in cells of the spreadsheet.

It is important to note that the annual quantities represent total capacities to be purchased
from the vendor. They are not engineered fills or in-service amounts. An adjustment is
made at the bottom of the bill of costs to compute these quantities.

In the last five columns EF&I prices are applied to the annual resource quantities to
compute total annual EF&I charges. About midway down the bill of costs, annual
charges are summed before removal of trunk and CCS costs. These are amounts actually
to be paid to the vendor. The charges cover not only switch line terminating equipment,
but also trunks and switch usage-driven equipment. These costs must be removed to
identify only switch costs attributable to line terminations.

In the next section of the bill, trunk costs implicit in the line charges are computed. This
is done by applying the appropriate price per trunk to the quantities of trunks for
replacement and new switches. Since growth trunks are separately priced (and not
covered by growth line charges), it is not necessary to remove growth trunk costs from
the line EF&I charge.

Following the trunk cost adjustment are adjustments to remove switch costs for usage-
related equipment. An incremental switch cost per CCS is applied to the CCS capacity
provided by line additions each year of the planning period. The CCS cost is derived on
the CCS Investment spreadsheet and is described in Section 4.2. The CCS capacity
figures equal the product of line additions and the amount of usage or CCS for switches
configured for a basic level of usage. For Vendor A, the basic usage level is 9.18 CCS
per line.

After these adjustments, analog line EF&I charges are totaled for end office and remote
switches. To this point, all costs are sensitive to volume forecasts. In the next step, the
portion of volume insensitive, network upgrade and software costs are added. The
amount attributed to analog lines is computed at the bottom of the LU Bill of Costs
spreadsheet. The calculations are shown in Figure 4.3.

Network upgrade and software costs are summarized by year of the planning period. The
costs are apportioned between the installed base of lines in service at the beginning of the
planning period and future line additions. Then, upgrade costs attributed to future line
additions are assigned to lines, trunks, CCS and features in proportion to their volume
sensitive costs. In the example, 0% of lines are future additions, and 0% of volume
sensitive switch costs are attributable to analog lines. Therefore, ten percent of upgrade
costs are assigned to analog lines.
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Figure 4.3
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Lin2s in service - beginning of contract period
Liad og & digtal ine additions)

Total gk Ines in service
Percert ine addtions to totel
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Returning to the bill of costs, the next step is to compute the present value of the total
analog line costs and the present value of analog line additions. First, line additions must
be adjusted for spare capacity.

If a marginal cost per line is to be computed, the fill factor is set at engineering fill. In
the example, engineering fill of 0% for analog line terminating equipment is used. If an
average EF&I cost per line is to be computed, the fill factor is set at the forward-looking
average utilization. The fill factor is applied to analog line capacity to determine the
usable capacity of analog lines.

In the last step, the bill of costs computés the EF&I cost per analog line by dividing the
sum of the present values of annual costs by the sum of the present values of analog lines.
This completes the calculations for the Vendor A analog line unit investment. The bills
of costs for Vendor B and Vendor C analog lines are similar to that of Vendor A.

4.1.2 Investment Per Digital Line

Figure 4.4 shows the bill of costs for the Vendor A digital line. The layout is the same as
analog lines. Note that the key contract item for the Vendor A digital line is the
Integrated Digital Carrier Unit (IDCU). This device provides an integrated DS1
termination on the switch. The quantities of IDCUs are computed by dividing the growth
digital line forecast by the DSOs per DS ratio in the Input — Cost Drivers spreadsheet.
This determines the number of IDCUs to be purchased for growth in digital lines during
the planning period. The bills of costs for Vendor B and Vendor C analog lines are
similar to that of Vendor A.
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Figure 4.4

Resource Contract Year Quantity Totel Cost
2 3 3
L1End office switch
Ansiog replecement (AESS-R)
10CU TR DCUs  § 500000 3% % 328 8 326 $ 1627804 3 1827604 S 1627604 3 1527604 3 1627504
711 Connector ¥ - spice Spices 5§ 500 7813 7813 7813 7813 7B13 3 39063 $ 39063 $ 39063 $ 39063 3 39063
Cartral office terminalion tines 8§ 500 1813 7813 1813 7813 7813 S 33063 % 39063 $ 39063 3 39083 $ 39,063
Conversion services
Board 1o board lnes § 500 7613 7013 7813 7813 7813 $ 39063 3 39083 3 39063 § 39063 $ 39063
LDMAP / CORC tines 5 500 7813 7813 7813 7813 783 5 39063 3 39061 § 9063 $ 39063 § 39063
cas Lnes § 500 7813 7813 7813 7013 783§ 39063 $ 39063 3 39063 § 39083 3 39063
Growth of existing office
1DCU TR03 OCUs  $ 5,00000 3% % 326 3% 326 % 1627604 § 1527604 $ 1627604 $ 1527604 $ 1627604
New end office (SESS)
Base host Hosts 100,000 0 0 [X] 0 [ ) . | B | 31250 $ . | -
1DCU TR303 ©DCUs  $ 500000 0 0 456 0 0 -8 - S 2278646 3 -8 -
Buyouts
Dighal fne Lines _§ 20000 0 0 25000 )] 03 -3 -3 5000000 3§ -3 -
Sublotal - EO enolog Ines (including trunk & CCS costs) § 3450521 § 3450521 % 10760417 % 3450521 § O34
Trurks
Ansiog replecement (AESS-R) Trucks  $ (20000) 781 781 781 78 781 8 (156250) 3 (156250} $  (156,250) $ (156,250) $  (156,250)
New end office (SESS) Trunks  $ (20000) 0 0 1,094 0 0 s -8 - % (29750) -8 -
ccs
Anaiog replacemert (AESS-R) S 3 (1634) 7812 7613 7813 7813 7R3 8 (127B55) 3 (127655) $  (127656) § (127655 3 (127655
Growth of existing otfice ccs s . 71,719 71,719 nns 71,719 FARALIR] P ) -3 R | -8 -
New end office (SESS) s s . i 0 100406 0 0 s 3 $ -8 -3 -
Buyouts CCS___$ (1634) 0 0 229500 0 03 S ) -3 (3750000) % S -
Sublotel - End otfice trunk & CCS costs $ (203305 $ (263,905 § (4.252655) § (283505) $ (283,905
Growth-digtel ine Lines  $ 20000 0 [} ] 0 [ IR ] P | P | - s -8 -
1 New EXM
EXM - base ExMs  $ 100,000 0 ] 0 [ o3 3 B | -8 - s
EXM - ine Lines  § 20000 [ 4 ] 0 (IR} $ $ -8 - s
Trunks Truks  $ (200.00) 0 0 0 0 (8] $ H PR | -8 -
ccs
Growih s $ . 0 0 0 a o s - 3 - s - 3 - 3 -
New remotes cCcs 3 - 0 Q 0 0 03 - 3 - 3 - 3 - 3 -
B Subtotel - remote switch costs 3 - 3 - s . 3 - 3 -
HP3!
104] Total vokme-senstive costs $ 3166616 $ 3166616 $ 6507761 $ 3166616 § 3,166616
108 INatwork upgrades 8 softwere 3 1814 3 1814 3 1614 3 1614 § 19814
Totel digtel ine EF 8 costs $ 3168430 $ 3169430 $ 6509576 § 316840 § 3,166430
DIQASY #ne cepacky 15825 15625 51,563 15625 15825
Fil Facto 95%
Digal Ines - usable capacty or Ines in service 14 B4 14 844 48,984 14,844 14,844
[ty
112 Present vaus tactors o3 0761 0534 0528 0.440
§3{Present vaiues
(Kl Totel dighel ke EF &) costs $2692368 32410306 34126668  $1671824  $1.394853
18] Dighei ines 13,550 11292 31,053 7,842 6535
e
Eru:on/agnim $ 17748

E-VC Dorend. 7 L3 ivesrers ), VA Bills of Costs £ W1
Pty 7
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4.1.3 Average Investment Per Analog and Digital Line

SICAT computes an average investment per line reflecting a blend or weighting of the
analog and digital line costs. An abbreviated bill of costs is used for this calculation.
The average or blended investment per line is used in cost studies for services in which
access is provided via analog and digital lines.

4.1.4 CCS Investment Per Line and Per CCS

Once CCS or usage-related costs have been removed from analog and digital line costs,
they are carried to a separate bill of costs where the CCS investment per line and per CCS
are calculated. The calculation is straightforward. To convert the investment per CCS to
an investment per line, the investment per CCS is multiplied times the basic CCS per
line. The Vendor A EF&I costs per CCS and line is shown in Figure 4.5.
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Figure 4.5

Resource EF8l Conlract Year Quantk Total Cost
Resowrce Driver Prics 1 2 3 L] 5 1 2 3 4 5
Total analog ine CCS EF8i costs $ 17578125 § 17578125 § N 328125 $ 17578425 $ 17570125
Total dighal e CCS EF8E cots 3 - 3 - $ 3750000 § - 3 -
i Total volume-senstive costs $ 17578125 § 17578125 § 25076125 $ 17578125 § 17578125
§1 {Natwork upgrade & software 3 9054 3 9054 § 9054 3 9054 % 9054
1§} Total CCS EF &I costs $ 17587179 3 17587479 $ 2500779 § 17,587,479 § 17,587,179

2151563 2151563 3887156 2151583 2151563
N N8 39 "8 77219
2223260 2223281 4188375 2223261 2223281

Present value factors o913 o781 0634 052 0440
Presert values

Totel CCS EF 8 costs $16,054825 313379021 $15,903720 $9,290,987 $7.742,489
Totel CCS 2,029,569 1,691,307 2655171 1174519 978,766
EF &t cost / CCS $ ™™
EF Mt CCS cost / anslog & digitel ine $  sT13

C ROV Demrd s Tropen) (REECa T CNEd Coly 7Rk 7 -
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4.1.5 Investment Per End Office Trunk and Tandem Trunk

Figure 4.6 shows the bills of costs for Vendor A end office and tandem trunks. The
methodology follows the same approach described for lines and CCS.

Recall that the costs of trunks associated with replacement and new switches were
computed on the line bills of costs. These are carried over to the end office trunk bill of
cost. Trunk costs are added for growth and buyout trunks. Prices and quantities are
obtained directly from the Input spreadsheets.

Next, a share of network upgrade and software costs is added, and annual end office
trunk costs are summed. After computing present values for the annual costs and usable
trunk capacity (or trunks in service), the EF&I cost per trunk is calculated. This figure is
divided by the forward-looking line-to-trunk ratio, which SICAT calculates, to determine
the trunk cost per line. The forward-looking line to trunk ratio is different from the line
to trunk ratio used to compute replacement and new switch trunks (0.0 vs. 0.0). This is
because the line to trunk ratio used to compute replacement and new switch trunks is
simply the number of trunks the vendor has implicitly included in the per-line prices.
The forward-looking line to trunk ratio determines what the line to trunk ratio will be at
the end of contract period by recognizing that SBC does not provision trunks in its
switching network at this ratio.

All future tandem trunk additions are either growth additions to existing tandems or for
new tandem switches. No replacements are anticipated. Consequently, the Vendor A bill
of costs shown in Figure 4.6 includes annual charges for only growth and new trunks.
The bill also includes tandem switch upgrade costs.

Tandem trunk costs are computed in the same fashion for Vendor B. Costs are not
included for Vendor C, because SBC does not purchase tandem switches from Vendor C.
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Figure 4.6

osolt Fxcel - SICA

Resource EFal Contract Year Quantly Total Cost
Resource Driver Price 1 2 3 4 5 1 2 3 4 5

ot EQ analog Ine-driven replacement & new tunk EFt costs $ 2343750 3 2343750 § 5625000 § 2343750 § 2343750
W '0tal €O digital live-driven replacement & new trunk EF &I costs 1 3 - s - s - H - $ -
EO growth trunk Trunks $ 20000 125,000 125,000 125000 125,000 125000 § 25000000 § 25000000 $ 25000000 § 25000000 $ 25000000
FHYEQ buyout trunk Trunks $ 20000 - - 25000 - - 3 - 3 - 3 5000000 $§ . $ -
% Toted volume-senstive costs $ 27343750 § 27343750 $ 35625000 § 27343750 § 27,343750

HNetwork upgrade 8 software $ 13773_$ 13773 § 13773 3§ 13773 § 13773

;,_T; Total end office trunk €F 81 costs 327357523 § 27357523 § 35838773 $ 27357523 § 27357523
12
48] Total end office trunks 136719 136719 178125 136713 136,719
[o1 Fit Factor 5%
248 Trunks - useble capacity or trunks in service 129883 129,883 169,219 129,883 129,883
2 Present velue factors 0913 0761 0634 0528 0.440
[ 121 Presert values

Totot end office trunk EF 81 costs $24,973,867 $20011573  $22,592777  $14,452481 $12,043734

Totat end office trunks 118,566 98 BOS 107,274 68615 57179

irru cost / end office trunk

228 Forward-looking fine (0 trunk retio 2.4%
12 3EFlllnmk cost / snslog & digital ine s  aw
1% Tandem Trunk
%8 Resource EF8t Contract rear Quantiy Totsl Cost
& Resource Driver Price 1 2 3 4 E) 1 2 3 4 5
KX iOvowm of existing tandem
94! DNU-S trunk Trurks  § 20000 125,000 125,000 125,000 125,000 125000 $ 25000000 $ 25000000 $ 25000000 $ 25000000 $ 25000000
285 {New tandem
i DNU-S trunk (up to new 92,000 frunks) Trunks § 20000 - 125,000 - 125,000 - 3 - $ 25000000 § - $ 25000000 $ -
por ade costs (per DSO trunk) Trunks _§ 500 125,000 250,000 125,000 250,000 125,000 $25 000 1,250,000 £25,000 1,250,000 625
Total tandem trunk EF &1 costs $ 25625000 $ 51250000 $ 25625000 $ 51250000 § 25625000
Total tandem trunks 125,000 250,000 125000 256,000 125,000
Fill Factor 95%
2| Trunks - usable capacity or frunks n sevvice 118,750 237 500 118,750 237 500 118,750 i
43 e
124 IPresent value factors 0913 0761 0634 0528 0.440 ;
Present values i
Total tandem trurk EF &1 costs 323392318 338,967,196 $16244 665  $27.074.442  $11281017 .
EN71 Torol tandem trunks 106,403 180,672 75,260 125,467 52278
EF &1 cost / tendem trunk $ 21579

Dewind 7 Tk - V0 Dol ]

@ KMerE )\ VA Bills of Costs [
23 4 & 2

46



SICAT Tool Documentation Version 3.0

4.1.6 Feature Investment Per Line

Feature investment represents capitalized right-to-use fees for feature software installed
in end office switches. In the past, feature software was purchased by paying annual
right-to-use fees (RTU) per line in service. In ********* Vendor A and SBC agreed to
end this fee arrangement, and instead SBC would “buyout” remaining RTU fees.

Figure 4.7 shows the calculation of the Vendor A feature investment per line. The RTU
fee buyout takes place in the second year of the planning period. Present values and the
unit investment are calculated as in other bills of costs. The line quantities in this case
include the installed base of lines and line additions, plus ISDN line additions over the
planning period. ISDN lines are added, because the feature software also supports ISDN.

The Vendor B and Vendor C bills of costs have similar calculations. The also require
ISDN lines to be included in the calculations.
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Figure 4.7

3 0 Vendor Lenenc 1016 01

Resource EF8l Contract Year Quartity Totas Cost
Resource Driver Price 1 2 3 ) 5 1 2 3 4 5
JiRight to-Use (RTU) buyout fee Lot s - % 200000 § -8 -8
72 Network upgrade 8 software 1474 1474 1474 1474 1474
373 Total Features EF 8 costs s 1ATA 3 201474 3 1474 $ 1474 3 1474
Analog ines 222656 222656 402266 222856 222656
§iDighsl fnes 14844 14,844 48,984 14844 14844
{277 SON #ines 118,750 118750 118750 118750 118,750
218 Totel ine addtions 356,250 356,250 570,000 358,250 356,250
Present vaiue faciors 0813 0761 0634 0528 0.440
Present values
RTU buyout fee $1,346 $153,267 $935 $779 $649
{ Line addtions 325,210 271,009 351,245 188,200 156,834
B4 Lines in service - beginning of contract period 16,000,000

Festure EF&I cost fline $ L1}

R Pcey L Wrend ~Ligrede Conty 2 Wik ~ VA Seoard /- Trp
St o TR -
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